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PREAMBLE 


Section 83 (a) of Part VI of the National Energy Board 
Act requires the Board to ascertain that any oil, gas and power licensed 
by the Board for export from Canada must be surplus to the reasonably 
foreseeable Canadian requirements having regard, in the case of oil 
or gas, to the trends in discovery of oil or gas in Canada. Shell 
Canada fully supports the philosophy underlying Part VI of the Act. 
We interpret this philosophy to be that Canadian energy resources 
should, to the extent reasonably necessary, be devoted to the satisfaction 
of Canadian requirements and that surpluses thereto be freely available 
for export. Shell recognizes that the Board, in carrying out its 
responsibility under Part VI of the Act, must devise certain rules for 
the adjudication of export applications brought before it. We believe 
these rules should be realistic, simple and objective, that they should 
be compatible with identified national policy and operative over a 
sufficient period of time that they can be adopted as a basis for 


long-term planning by all interested parties. 


In Shell's view, Canada has the long term potential to 
meet all of its energy requirements. Conventional reserves on hand, 
plus the known reserves of the tar sands and reserves anticipated 
from the high potential frontier regions, are sufficient to guarantee 
the long term security of Canada's internal requirements and allow for 
a possible exportable surplus subject only to the rate at which these 
reserves can be developed. To ensure that tar sands production 
capability is ready when needed and that the full potential of our 


established producing regions and frontier regions is developed, 
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there must be prices and levels of government take that will provide 
earnings commensurate with risk. Other incentives that can increase 

the degree and rate of exploration and development include a stable 
regulatory climate, availability of capital, free access to market 

and vigorous competition. A Canadian energy policy that fosters these 
kinds of conditions is the kind of policy that best.ensures that Canada's 


long term energy needs will be met. 


The other side of the twin issue of supply and demand 
is the extent to which the energy policy would be directed towards 
supplies of crude to Eastern Canada and United States. Until the 
policy aidreesing these issues has been resolved, Shell believes it 


would be premature to implement new and rigid export rules. 


In the interim, exports should be controlled with a 
view to meeting the following objectives: 

(1). To ensure domestic refiners have priority of access to 
domestic crude to the extent that the crude can be made 
available and the products committed to the Canadian 
market; 

(2) Not to jeopardize commercial relations with the United 
States by imposing an abrupt reduction in Canada's 
exports; 

(3) To set levels that, at any given time, ensure production 
is close to reasonable capacity and sold at prices which 
after due allowance for royalties and taxes will offer 
an adequate return. This will act as an encouragement 


to the industry to proceed with development of new supplies 
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(3) Continued: 
which, although expensive, will nonetheless, be 


essential for Canada's long term security of supply. 


Based on the foregoing premises, Shell recommends that the Board 
administer export license applications on a short term basis until 
the time a national energy policy for Canada is a reality. Our 
submission addresses itself to making suggestions for such 


administrative procedures. 
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(A) 


PROPOSALS FOR INTERIM ADMINISTRATION OF EXPORT LICENSES 


(1) "THE PRINCIPLES AND PROCEDURES FOR DETERMINING THE 
AVAILABLE SUPPLY OF OIL FROM 


(A) ESTABLISHED AREAS IN CANADA, 

(B) FRONTIER AREAS IN CANADA, 

(C) TAR SANDS AND HEAVY CRUDE RESERVES IN CANADA, AND 

(D) IMPORTS 
To determine the available supply of oil from established areas in 
Canada, Shell recommends that the Board take the lead in organizing 
an "Industry Productive Capacity Committee". Membership in the 
proposed committee would comprise representatives of producing 
companies in Western Canada, provincial pipeline companies, trunk 


pipeline companies, Board staff and representatives of appropriate 


provincial regulatory bodies. 


“The function of the Committee would be to determine and report 


periodically on ivvede and projected Western Canadian field 
production capability and aireent and projected capability of 
transportation systems to move the anticipated production to 

markets. In making the determinations, the Committee would rely 
principally on surveys of future plans of member companies. Capability 
of pools and portions of pools not operated by Committee members 

could be projected on the basis of past meserience: available 
engineering data and analogy with pools for which projections are 
available. The rate of crude production capability thus determined 

to be accessible to market would be designated available supply, 


identified as to general purpose and specialty streams. 


Shell recommends that the Productive Capacity Committee prepare 


its estimates according to the following schedule: 
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(B) 


(C) 


(D) 


1. At the outset of the plan and subsequently on or before 
June 30 of any year, production capability, by stream, be 
reported for the following two years, in terms of an average 
rate in barrels per day for each of the years. 

2. At the inception of the plan and subsequently on or before 
September 30 of any year, production capability, by stream, 
by month, be reported for the calendar year following. 

3. On or before the 15th of each month, dest di capability 

‘by stream be reported for the esate month, and a fore- 


cast be tabled for each of the succeeding three months. 


Shell considers it unlikely that production capability in the 
frontier areas of Canada will be developed and connected to markets 
within the relatively short time period that the recommendations 

in our submission are intended to cover. However, should frontier 
crude begin to enter markets while the procedures recommended under 
item (A) above ie being implemented, we see no difficulty in 
extending those procedures to cover fields and transportation 


facilities in and connecting to frontier areas. 


Shell recommends that any companies producing tar sands oil be 
represented on the proposed Industry Productive Capacity Committee. 
The production capability of such companies would be included in 
the Committee's estimate of total capability in the same manner 


as conventional fields. 


The Board needs continuing advice on availability of imported 


crude. This is now being supplied by the Technical Advisory 
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Committee on Petroleum Supply and Demand, announced by the 
Minister of Energy, Mines and Resources on November 1, 1973. 

As a principle, it should be left to the individual company 

to arrange for and secure its required import oil. The companies 
may be asked to: 

1. At the inception of the plan and subsequently on or 
before June 30 of any year, as part of a total crude 
availability survey, report to the Board their requirements 
for imported crude for the following two years, 

2. Indicate what portion of their crude requirement is 
covered 34 contract, both volume and period. 

SPE 2. immediately advise the Board of any change in 
existing supply arrangements for import crude as they 


may occur. 
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(2) THE PRINCIPLES AND PROCEDURES FOR DETERMINING THE 
REASONABLY FORESEEABLE REQUIREMENTS FOR VARIOUS GRADES 
OF OIL FOR USE AS FEEDSTOCKS IN CANADA, AND PARTICULARLY, 
THE CANADIAN MARKETS TO BE SERVED BY CANADIAN OIL, HAVING 
REGARD, INTER ALIA, TO INTERFUEL COMPETITION. 

Principles 

1. The demand estimate should be provided by Canadian refining and 
petrochemical companies. 

2. The summation of the individual companies' returns should be 
prepared by the Board and should be tested as required against 
the industry projections for the same area to ensure that no 
Significant discrepancy exists. 

3. The provision of estimates should conform with the Board's licensing 


procedures as to frequency, detail, and periods covered in line with 


our recommendations under Item 1 of the Notice of Hearing. 


Procedures 

The Canadian requirements should come from the operating 
programmes of the individual refining and petrochemical companies. Such 
programmes would provide in detail grade and volume of Meee ik (or 
equivalent) required to meet product demand for each refinery in the 
immediate future. Forecast requirements for a period equivalent to that 
in the production availability survey could be obtained from the refinery 


operating plans. 


The individual returns would be combined by area to yield 
a total demand estimate. The demand estimate so obtained should be tested 


against industry demand estimates as maintained by the Board. 
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8. 


Within the time span covered by the submission, it is 
doubtful that interfuel competition would have any significant effect 


on the demand forecast supplied by the refining companies. 
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(4) THE ALLOWANCE THAT SHOULD BE MADE FOR CANADIAN 
REQUIREMENTS AND THE ADVISABILITY, IN LIGHT OF 
CHANGING CIRCUMSTANCES, OF DEVELOPING A FORMULA 
FOR PROTECTING FUTURE CANADIAN FEEDSTOCK REQUIREMENTS. 

Shell recommends that the allowance for Canadian require- 
ments be made equal to refiners' demand in the areas supplied from 
domestic sources, as estimated according to the procedures recommended 
under our response to Item 2 of the Notice of Hearing. The excess of 
available supply by generai purpose and specialty streams of oil (as 
determined under the procedures suggested in our response to Item l 


of the Notice of Hearing) over Canadian requirements would be designated 


exportable surplus. 


We have peatribced our recommendations to a limited 
period. For such a short period of time ans until policies are deter- 
mined, as outlined in the preamble, we do not believe a formula for 
protecting long-term Canadian Garitredants is either necessary or 


practicable. 
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Oe 
(5) THE FACTORS THAT SHOULD BE CONSIDERED IN DETERMINING 
THE JUSTNESS AND REASONABLENESS IN RELATION TO THE 
PUBLIC INTEREST OF THE PRICE OF OIL TO BE EXPORTED: 

A just and reasonable price for exported oil is the 
opportunity price i.e. a price equal to the cost of the marginal 
supply which would be used as an alternate to the Canadian export 
in the U.S. market. However, price should not be based on the spot 
market which fluctuates on a day-to-day basis but, rather, on average 


costs to refiners of marginal supply of crude purchased on a continuing 


basis. 


At present this opportunity price is higher than the 
domestic price, the difference being collected in the form of an 
export tax. Shell accepts the relationship pointed out in the govern- 
ment's green paper on energy that price increases have a function in 
bringing forth new supply. It should be recognized that the export 
tax and price controls on domestic crude act as disincentives to 


continuing investment required to develop new supplies. 
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(6) THE ADVANTAGES TO CANADA, IF ANY, OF EXPORTING OIL 
IN REFINED STATE RATHER THAN IN THE FORM OF CRUDE OIL 
CONS IDERING 
(A) THE INCREASED ASSURANCE, IF ANY, OF ADDITIONAL 
REFINED PRODUCT AVAILABILITY FOR THE CANADIAN 
MARKET, AND 
(B) THE BENEFITS AND COSTS OF INCREASING REFINING 
ACTIVITY IN CANADA; 
In the short term, there is only limited Canadian 
refinery capacity surplus to domestic requirements. For this existing 
surplus capacity, we believe that substantial benefits can be achieved 


by allowing product export, as detailed in our response to Item 7 


which follows. 


The Ree an ey of crude for export is, in part, 
dependent on the outcome of a national energy policy. However, assuming 
that oil would be available for use as feedstock in export refineries 
in the future, it is apparent that there would be a requirement for 
reasonably guaranteed markets. It woulds therefore, be incumbent 
upon a Canadian export refiner to make long-term arrangements for both 
supply and demand. Should such arrangements be obtainable, we recognize 
a benefit accruing to Canada based on retention of the value added by the 


refining process. 


It must be considered, however, that export refineries 
would build rigidities into the system that do not apply in the case of 
crude export. Sufficient feelsenak supply surplus to Canadian needs would 
have to be assured for the life of the refinery. In addition, the export 
customer would expect continuity of product supply such that the product 


would not be available to the Canadian market except in an extreme emergency. 


7 
4 , 
7 : 
if (ITSAWS FO < TWA ET... AGBHAD GO 2RDATMAVGA BHT (0) : 


“ ~ eager y 
Liha? 3 ) 9O MAld THT Wil VAS? HERTAN Sipve Ute "SS Bz 


n = Fj 7, 
Dae SATSeHOo JS 


“4 c- — a (Zanank Da eer oor ) 
(AMOITEOCA FO , WA SI CaAGORAA Wim Set 
i » ap tt he | ra ira Ww5TE TH ' 247i S73 <a 
7 
, eT; 
firis his Ai4 = 
- - - - * Gg 
Sit eG IO ell VA S2Y2T2RH Sey 16] 
a, Tae rv J 
THAR “. 'z FS, 
ES a 
Fs 
> F t rei 71S) J10R8: Bu : 
a 


eine EL yh toents + wiles veds S> Yronites “a 


~~ 7 


ca aa 4 E 27K K I ate (por varied Sw ,.VIio8agss SUuiqiZe 7 


os at - a PRE re aan & 234 roar G onxiwolitise yh 
_ 


. - [ © 7 doice a 


f 
; ae + beetnsusyp yidamoasass 


; "a 
SLAs as eke sd egrrwteunalis Aap Bisons bramod Soa yiqqinm 
sig vi bes! be. uley ei i tqo7an to bened shbéned 02 Ppeluw5sss zitaned s 


, €2eco010 pokat tex 


j 


jee Sioexae 2003 .sovewot ,Pateblanon ect gaeum Jt 
aA ay : , ¥y 


a ane nine i andgubigs: sited Blues 





Bi 


AZ 


A case could be made for building a domestic product 
refinery, earlier or larger than normally required, for the purpose 
of exporting products over a brief period. Such a project may achieve 
commercial benefits resulting from economies of scale and less inflated 
capital cost as well as earlier employment opportunities but these 


benefits would have to be assessed on an individual project basis. 
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(7) ‘'THE- ORDER OF PRIORITY TO BE GIVEN TO THE EXPORT OF 
VARIOUS GRADES OF CRUDE OIL AND REFINERY OIL PRODUCTS: 
The suggested order of priority that should be given 
to the export of various grades of crude oil and refinery oil products 


is as follows: 


(a) Certain finished products, for example, heavy fuel oil, 
which become surplus from time to time due to storage 
limitations at refineries and plants. If these products 
cannot be sold, throughput would have to be reduced until 
inventories reached manageable levels. Therefore, special 
consideration should be given to allow the export of surpluses 
under such’ conditions to maximize output of products in demand 
for the domestic market. 

(b) Finished products in excess of domestic demand and,as a 
separate category, petrochemical plant feedstocks in excess 
of domestic demand up to the limit of domestic refining 
capacity. 

(c) refinery peeketotke remaining after domestic refiners have 
getected from production available bearing in mind the specialty 
grade requirements of these domestic refiners. Export licenses 


should be granted only in terms of the general purpose or 


specialty stream nominated for. 
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14. 


(8) THE TERM OF LICENSES FOR THE EXPORT OF OIL 


Currently, export licenses are issued monthly but 
this practice has presented some difficulties in deliveries and 


forward programming. 


However, lengthening the term of the licenses beyond 


the present one month = present other problems in meeting the 









export obligations with a fluctuating a or sudden changes 
, MRE, oy. 
in crude availability. For example, deliveries of significant volumes 







inning in November 1973, 


By ns 


could not have bee tims seen a few months previ 


requirements shou ah be made for more t 


Therefore, we recommend that the present a of issuing export licenses 





on a monthly basis ued. 
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